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The Company The Villager, Inc. (‘Villager’), with head office in Philadelphia, Penna. is a major producer 

and distributor of a wide range of quality misses and junior traditional and contemporary 
casual wear and sportswear including coats, dresses, sweaters, skirts, suits, lingerie, swimwear, shoes and other 
accessories. These products are sold in the United States under ‘’Villager’’, “Ladybug”, “’ 
Aigner’’ and other well-known labels, through approximately one hundred franchised stores, three thou- 
sand department and specialty stores of which some six hundred have special Villager or Ladybug depart- 
ments, and nine company owned Ladybug shops. In addition the Company recently opened one Ladybug 
type retail store in London, England and has outlets in Canada. In fiscal 1967 the Company had sales of 


$76.9 million and net income of $4.8 million equal to $1.53 per common share. 


Joan Iris”, ‘Etienne 


Capitalization At July 31, 1968 

Authorized Outstanding 
Long term debt $3,504,673 
Common shares p.v. $1.00 4,500,000 shs. * 3,235,898 shs. 


* 52,100 shares reserved for outstanding stock options. 


Company History Originally a manufacturer of low-priced women’s blouses, the Company entered the 

casual and sportswear field in 1958 and by 1965 was producing a wide range of high 
quality misses apparel including suits, dresses, skirts, slacks and shirts. In September 1965 the Company 
was incorporated to merge the Villager Inc. with LadyBug Juniors Co., and Ladybug Inc. The Ladybug line, 
although somewhat similar to the Villager line, has a slightly younger styling and is aimed at the junior size 
market. In the past two years the Company has made four important acquisitions which has broadened its 
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sales base by approximately $23 million. In June 1967 Etienne Aigner Inc., a New York City based pro- 
ducer and distributor of prestige leather goods, with estimated annual sales of $4 million, was acquired. 
In September of the same year the Company purchased Mode Craft Co. Inc., a well-known manufacturer 
of women’s coats with estimated sales of $10 million, and Joan Iris Corp., a leading producer of high 
quality lingerie and lounge wear, with estimated sales of $6 million. In July 1968 the Company acquired 
Merry Mites Inc. and its affiliate Gay Sprites manufacturers of quality sportswear and coordinates for 
pre-schoolers, with sales of $3 million. 


Operations Villager manufactures approximately 22% of its Villager and Ladybug apparel in fourteen 

plants located throughout the United States, while the balance is manufactured by contractors. 
During the past few years the Company has enlarged its own production capability in an effort to increase 
its research and development activities, to assist in the development of cost control programs and to add 
flexibility. In the future the Company may be expected to increase its own Villager-Ladybug apparel 
production capability to about 40% of total output. Because of the large amount of manufacturing done by 
outside contractors, the Company maintains a staff of quality control experts to ensure the maintenance 
of its high quality standards. 


Company products are sold by a sales staff of approximately eighty to a variety of distribu- 
tors in the United States, Canada and overseas. It is estimated that the Company's foreign sales are less than 
1% of total sales. The number of franchised stores, which must buy a minimum of 85% of their merchandise 
from Villager, is expected to increase to about one hundred and ten by the end of the current fiscal year. 
The Company also has plans to franchise Merry Mites and Etienne Aigner stores. 


Sales During the past four years the Company’s sales have grown at an average annual rate of about 55%, 

rising from $13.3 million in 1963 to $76.9 million in 1967. This growth has been due in part to 
the Company’s aggressive acquisition program and in part to its imaginative marketing concept and the 
resulting wide acceptance of its products. 


Villager aims its styling and marketing at young women between the ages of 15 and 35 and offers 
a wide range of prestige clothing and accessories in classic, traditional and contemporary styles that has 
broad appeal amongst young college students, career girls and housewives.. Generally speaking the Company’s 
products are priced above average. Villager’s marketing concept, which has been most successful, is that its 
customer can buy under one label, and in one store, a complete wardrobe that has both scope and flexibility. 
One of the most important characteristics of the Company’s apparel is that it is colour co-ordinated and it 
is this feature that gives the wardrobe its flexibility. Although the apparel is stylish it is not faddish as about 
60% of the Company’s sales is derived from basic apparel. 


In 1967 the Company had sales of $76.9 million up 36.4% over the previous year. Of this total 
approximately $10.9 million, was derived from Mode Craft, Joan Iris and Etienne Aigner. In 1968 we expect 
sales to increase by about 36% to $105 million as a result of the addition of approximately 30 new franchise 
stores, increased integration of product lines and increased sales of Mode Craft, Joan Iris and Etienne Aigner. 
There will also be about six months sales contribution from Merry Mites. In 1969 we project a further 
increase in sales of about 20% to $126 million. 


Villager’s sales record for the years 1963-1967 and our projections for 1968 and 1969 are as follows: 


Year ending Jan. 31 Actual Projected** 
following 1963 1964 1965 1966 1967 1968 1969 

Sales ($' millions) $ 13.3 $ 18.9 $ 34.1 $ 56.3 $ 76.9 $105.0 $126.0 

% increase _ 43.0% 80.5% 51.7% 36.4% 36.7% 20.0% 


Earnings During the past five years the Company's operating profit margin has fluctuated between about 

12% and 20%, with the low of 12.5% occurring in the last fiscal year. The operating profit margin 
in fiscal 1967 was affected adversely by (1) introduction of a new line of lingerie which was unprofitable 
until late in the year, (2) poor performance of the shoe operation and (3) a large increase in general and 
administrative expenses. This increase resulted from the addition of personnel and facilities made necessary 
by the rapid growth of the Company’s sales. In 1967 selling, warehouse, general and administrative expenses 
were 19.8% of net sales, as compared to 17.0% in 1966. The operating profit margin is now expected to 
stabilize, and could show some improvement as general and administrative expenses return to a more normal 
level, distribution efficiency is increased by new warehouse facilities and a new computer system, and the 


recently acquired lingerie and shoe division begin contributing profits. 


With sales expected to increase by about 20% per year over the next few years, and profit mar- 
gins expected to stabilize or improve slightly we project earnings per share of approximately $1.95 in the 
current year and $2.35 in fiscal 1969. 


($’millions) 
Year ending Jan. 31 Actual Projected** 
following 1963 19641965 1966. «=— 1967) 19681969 

Net sales $13.3 $18.9 $34.1 $56.3 $76.9 $105.0 $126.0. 
Less: Cost of goods sold 8.5 12.3 Zee 37.6 D2.) 71.0 85.0 
Selling expenses 2.3 _ 3.3. ee4 9.6 15.2 20.6 24.8 
Operating profit $ 2.5 Sra -$ 6.7 $ 9.1 $ 9.6 $ 13.4 $ 16.2 
Add: Other income — — 0.3 0.4 0.4 0.4 
Less: Depreciation 0.1 0.1 0.1 0.2 0.4 0.4 0.6 

Interest plese eeaes eee yen 04 __ 0.5 0.8 1.0 
Pre-tax profit $ 2.4 $S:2 $ 6.6 $ 9.0 $ 9.1 $ 12.6 $ 15.0 
Less: Income taxes ed: 5) 23.2: 4.2 43 6.4 7.5 
Net income $ 1.2 1.6 $ 3.4 $48 4.8 $ 6.2 75 


Shares outstanding” 3,122,461 3,122,461 3,122,461 3,122,461 3,122,461 3,235,898 3,235,898 


Earnings per share $0.38 $0.51 $1.09 $1.52 $1.53 $ 1.95 $2.35, 

Operating profit margin 18.7% 17.4% 19.7% 16.2% 12.5% 12.7% 12.8% 
Net profit margin 8.9% 8.5% 10.0% 8.5% 6.2% 5.9% 6.0% - 
Apparent tax rate 50.0% 50.0% 48.5% 47.0% 47.0% 51.0% 50.0% 


* Average number of shares outstanding. Adjusted for 5-for-4 stock splits in June 1966, and May 1967. 
** Not including Endicott Johnson Corp., or Avanti Outerwear Inc. 


Expansion and Diversification During the next few years the Company plans to increase its penetration 

in the western and the southwestern sections of the United States as well 
as in Canada and Europe. The Company also plans to broaden existing lines by acquiring additional produc- 
tion facilities and, in addition, proposes to enter new markets including home furnishings, men’s wear, and 
yard goods. In line with this diversification policy the Company has just announced that it has agreed in 
principle to merge with Endicott Johnson Corporation, a major producer of footwear with gross revenues 
of about $145 million. Villager also announced plans to acquire Avanti Outerwear Inc., a producer of leather 
sportswear for women, with sales of about $5.5 million. Neither of these acquisitions is reflected in our 


earnings estimates. 


Financial Position At the end of the last fiscal year the Company had total assets of $43.8 million of which 

$34.1 million were current assets. The Company's cash position was $2.6 million while the 
working capital ratio was approximately 1.8:1. Long term debt outstanding was $3.5 million made up of notes 
payable, construction loans and mortgages. Shareholders equity was $21.9 million, up from $14.8 million 
the previous year, and return on equity was 22%. 


Dividends The present common share dividend is $0.50, payable in installments, of $0.12 1/2 quarterly. 

In fiscal 1967 the Company paid a total of $0.48 up from $0.36 in 1966. Moderate increases 
in dividends are expected to follow steady earnings growth. The Raab family, which owns approximately 
47% of the common shares outstanding, have waived payment of dividends until October 31, 1969. 


Market Action The shares were first offered in November 1965 and traded in the OTC market until they 

were listed on the New York Stock Exchange in June 1967. After listing, the shares 
traded between $23 and $30 for the balance of 1967. In January 1968 the shares broke out to $33 and 
after declining to $27 in March began an uptrend to $42. After consolidating between $35 and $42 the 
shares recently broke out on the upside with a move to $45. At the current price of $42 the shares are selling 
at 21.5 times estimated 1968 earnings. The yield on the $0.50 dividend is 1.2%. 


Comment During the past few years the Company has had an outstanding record of sales and earnings 

growth, and has established itself asa leader in designing and merchandising high quality women’s 
casual wear and sportswear. While earnings were flat last year, due mainly to increased administrative costs, 
the outlook is for a resumption in the rapid growth of the Company’s earnings. We estimate that, as the 


Company is current constituted, sales and earnings growth should average about 20% per year. 


At $42 Villager’s shares are selling at 21.5 times our estimate of 1968 earnings and 
based on the Company's solid fundamental position in the ladies apparel industry, its aggressive expansion 
program and its strong technical position we feel the shares are a buy for intermediate and long term capital 


appreciation. 
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